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How often have you tried to find guidance on preparing and auditing governmental financial statements prepared
on the cash basis, modified cash basis or regulatory basis of accounting (also known as
other comprehensive bases of accounting or
OCBOA) only to find that little authoritative
or practical guidance exists?
With the issuance of Governmental
Accounting Standards Board Statement No.
34, Basic Financial Statements—and
Management’s Discussion and Analysis—for
State and Local Governments, questions
regarding this statement’s applicability to
OCBOA financial statements are coming fast
and furious. The frequently asked questions
include:
• Do the financial reporting requirements of
Statement No. 34 apply to governmental
financial statements prepared on a comprehensive basis of accounting other than generally accepted accounting principles?
• How should capital assets and long-term
debt be reported in OCBOA financial statements, especially in light of the new government-wide reporting requirements of
Statement No. 34?
• What note disclosures are required or
appropriate in OCBOA financial statements of state and local governmental entities?
• What constitutes a modified cash basis of
accounting and how does it differ from the
cash basis?
• Do the financial reporting requirements of
Statement No. 34 apply to regulatory basis
financial statements?
• How should an auditor address materiality
determinations and report in an audit of
OCBOA financial statements?

An AICPA practice aid, Applying
OCBOA in State and Local
Governmental Financial Statements,
addresses these questions and provides
practical guidance for financial statement preparers and auditors.
The practice aid defines a basis of
accounting as generally involving three elements of accounting and financial reporting:
Basis of measurement. Criteria for how
transactions are recorded, such as the accounting treatment for the acquisition and use of
capital assets.
Basis of recognition. Criteria for when
transactions are recognized, such as when the
cash is received or paid.
Basis of disclosure. Criteria for what the
financial statements should include and disclose, such as a management’s discussion and
analysis, government-wide financial statements, fund financial statements and applicable note disclosures.
It is in the context of these three criteria,
and through using the existing professional
guidance in Statement on Auditing Standards
No. 62, Special Reports, as amended, and
related interpretations, that the practice aid
defines and provides examples of the other
comprehensive bases of accounting most
commonly used by many small state and local
government entities: the cash basis, the modified cash basis and the regulatory basis.
Why is the use of OCBOA so prevalent
in state and local governmental entities?
OCBOA accounting and financial statement
alternatives, if properly applied, may offer
some benefits to certain government financial
statement preparers and users, including:
• OCBOA accounting records are easier to
understand and maintain.
• OCBOA financial statements are easier to
prepare than financial statements prepared
continued on page B2
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continued from page B1—OCBOA
under generally accepted accounting principles.
• OCBOA accounting and financial reporting may be less costly
than GAAP.
• OCBOA financial statements may be more understandable and
usable by some government officials who have limited understanding of GAAP.
• Regulatory basis financial statements may better meet the specific needs of certain regulatory or oversight agencies.
However, a word of caution should be noted. While the use of
an other comprehensive basis of accounting may offer some benefits to certain governmental entities compared with the use of
GAAP, OCBOA accounting and financial reporting also has its limitations, including:
• OCBOA financial statements do not provide a comprehensive
measure of the government’s true economic-based financial condition and changes therein.
• OCBOA financial statements may not meet the needs of certain
users, such as investors, creditors and the credit rating agencies.
• Government officials could rely unduly on OCBOA financial
information to make certain management or policy decisions.
• OCBOA financial condition and results can be easily manipulated by dictating the timing of cash receipts and disbursements.
The practice aid indicates that generally, if a government’s
financial statements are intended to be a complete presentation,
the financial reporting requirements of Statement No. 34 (including a management discussion and analysis, government-wide
statements, fund statements, notes and required supplemental
information) should be followed in cash basis and regulatory
basis presentations. The applicability of the Statement No. 34
requirements to regulatory basis statements will depend on the
specific requirements as outlined in the applicable laws or regulations.
In addition, the practice aid addresses the capital asset and
long-term debt issues involving OCBOA statements. It indicates
that in a complete set of financial statements on the cash basis of
accounting, capital assets and long-term debt balances should not
be included in the statement of financial position, because the
cash basis presentation is limited to reporting cash and cash
equivalents and changes therein resulting from cash receipt and
disbursement transactions. In such a cash basis presentation, in
both the government-wide and fund financial statements, the use
of cash to acquire capital assets or pay long-term debt principal
and interest should be reported as cash disbursements, and the
receipt of cash from debt proceeds and disposals of capital assets
should be reported as cash receipts. The statements of net assets
and balance sheets would not report capital assets or long-term
debt.
In a complete set of financial statements on the modified
cash basis of accounting, capital assets and long-term debt arising from cash transactions may be reported if the cash basis of
accounting is modified for such GAAP treatment of these
accounts. The reporting of capital assets and related depreciation,
where applicable, and the reporting of long-term debt are both

modifications to the cash basis of accounting having substantial
support. However, a modified cash basis of accounting may
result from modifications to the cash basis that do not involve the
reporting of capital assets and long-term debt arising from cash
transactions. In this case, capital asset and long-term debt transactions should be reported as described in the cash basis discussion above.
In the practice aid author’s opinion, the modifications to report
capital assets and long-term debt arising from cash transactions are
always important modifications to consider due to the significance
of these account balances to most state and local governments.
While not a required modification, the usefulness of the modified
cash basis government-wide financial statements and proprietary
fund financial statements is enhanced by reporting capital assets
and long-term debt.
Finally, in financial statements using a regulatory basis of
accounting, the specific regulations or contractual provisions will
dictate the accounting treatment for capital assets and long-term
debt.
The practice aid (No. 006614CPA11), with its analysis, practical guidance and sample OCBOA financial statements is intended
to be a useful tool to both preparers and auditors of state and local
governmental financial statements. The price is $59 for members
and $73.75 for non-members. To order:
888/777–7077

www.cpa2biz.com/store

Mike Crawford, CPA, is chairman of Crawford & Associates,
P.C., in Oklahoma City, and is the author of the AICPA Practice
Aid Applying OCBOA in State and Local Governmental Financial
Statements.

CPA Firm Compensation Update
According to new research by AOMAR, partners in small to
medium-size CPA firms earn as much as $256,000 per year.
AOMAR’s 2003 CPA Firm Statistical Analysis Reference
Handbook also found that average partner net income was
$186,669. However, partner billing rates have fallen to $162
an hour from $170 the previous year, and the average writedown has edged up to 9%.
Smaller
firms
are
paying
supervisors/
managers an average of $61,723, while firm administrators get
an average of $51,612 and support staff receive $27,341.
Standard fees per professional come to an average of
$128,355, AOMAR says. Non-CPA owners are seeing average
hourly billing rates of $152, while seniors are getting $89. In
collections, it takes firms an average of 62 days to collect fees,
while the average realization rate is 94%.

Published for AICPA members in medium firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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IRS and States Work
Together to Prevent Tax
Avoidance
The Internal Revenue Service and
state tax officials have established a
new nationwide partnership to combat abusive tax avoidance. Under agreements with
individual states, the IRS will share information on abusive tax avoidance transactions and those taxpayers who participate in
them.
The agreements creating this partnership are designed to enable both state and
federal governments to move more aggressively in the fight to ensure all taxpayers pay
their fair share. Forty states and the District
of Columbia joined the IRS in signing
agreements.
“This agreement marks a milestone in
state and federal cooperation,” said IRS
Commissioner Mark W. Everson. “From
today forward, we will work together combating abusive tax schemes. We will share
information and coordinate case management. This agreement effectively extends
the resources of the IRS and the states.”
Under the partnership, the IRS will
exchange information about abusive tax
avoidance transaction leads with participating states. This will allow the IRS and state
agencies to avoid duplication and to piggyback on the results of each other’s work.
The states and the IRS will then share information on any resulting tax adjustments,

reducing the need for duplicating
lengthy taxpayer examinations by
both a state and the IRS.
“The states and the IRS share a
common goal to dry up abusive
schemes,” said Stephen M. Cordi,
president of the Federation of Tax
Administrators and deputy comptroller of
Maryland. “This new partnership will
strengthen overall tax administration at the
federal and state levels and present a united
compliance front against those taxpayers
tempted by improper avoidance transactions.”
The Federation of Tax Administrators
represents all state tax agencies in the 50
states, the District of Columbia and New
York City.
The states involved in the signing of the
partnership agreement include: Alabama,
Arizona, Arkansas, California, Connecticut,
Georgia, Florida, Hawaii, Idaho, Illinois,
Indiana, Iowa, Kansas, Kentucky, Louisiana,
Maryland, Massachusetts, Minnesota,
Mississippi, Missouri, Montana, New
Hampshire, New Jersey, New Mexico, New
York, North Carolina, North Dakota, Ohio,
Oklahoma, Oregon, Pennsylvania, Rhode
Island, South Carolina, South Dakota, Utah,
Vermont, Virginia, Washington, West
Virginia and Wisconsin—and the District of
Columbia. More states were expected to
sign the agreement in the weeks following
the Sept. announcement.
The Abusive Tax Avoidance

Treasury and IRS Issue Final Regulations for
Split-Dollar Life Insurance Arrangements
The Treasury Department and the IRS issued final regulations on the
tax treatment of split-dollar life insurance arrangements. The regulations provide comprehensive tax rules for split-dollar life insurance
arrangements that are entered into or materially modified after Sept.
17, 2003. In its report on the Enron Corporation, the Joint Committee
on Taxation recommended the finalization of these regulations.
“The regulations provide tax rules that reflect the underlying
economics of split-dollar life insurance arrangements,” stated
Treasury Assistant Secretary for Tax Pam Olson. “Under these
rules, companies cannot use split-dollar life insurance arrangements
to provide tax-free compensation to their executives. By insuring
that split-dollar arrangements are appropriately taxed, the regulations curb a backdoor form of executive compensation and promote
greater transparency.”
A split-dollar life insurance arrangement involves two parties
agreeing to split the premiums and/or benefits of a life insurance
policy. These arrangements are often used for executive compensation or for gifts among family members.

Transactions (ATAT) memorandum of
understanding between individual states and
the IRS was a joint effort, negotiated over
the past year, by representatives of the IRS
Small Business/Self-Employed (SB/SE)
Division, FTA and several state tax agencies.
SB/SE Commissioner Dale F. Hart
said, “This agreement is a testament to the
positive impact that partnering can have on
good tax administration. It’s a smart, common-sense approach and the latest in the
government’s ongoing efforts to ensure the
fairness of the American tax system.”
The ATAT memorandum of understanding focuses solely on abusive tax
avoidance transactions. The agreement
leaves procedures governing communication on more routine taxpayer compliance
efforts unchanged, maintaining separation
of federal and state tax authority and protection of taxpayer privacy.
“We treat taxpayer privacy as a top priority,” said Everson. “This agreement does
not impede our high standards for protecting
taxpayer rights or privacy. The information
shared under this agreement will be strictly
limited to that pertaining to abusive transactions.”
In addition to greater cooperation in
sharing leads in the area of abusive tax
transactions, the partnership with the states
includes joint outreach activities to the public to more effectively counter the claims of
those marketing tax schemes and scams.

The final regulations provide that the tax treatment of split-dollar life insurance arrangements will be determined under one of two
sets of rules, depending on who owns the policy. If the executive
owns the policy, the employer’s premium payments are treated as
loans to the executive. Consequently, unless the executive is
required to pay the employer market-rate interest on the loan, the
executive will be taxed on the difference between market-rate interest and the actual interest.
If the employer is the owner, the employer’s premium payments are treated as providing taxable economic benefits to the
executive. The economic benefits include the executive’s interest in
the policy cash value and current life insurance protection.
The regulations provide similar loan and economic benefit rules
for split-dollar life insurance arrangements between family members
or other parties, such as corporations and their shareholders.
Notice 2002-8, which was issued on Jan. 3, 2002, included certain transition rules for split-dollar arrangements entered into prior
to Jan. 28, 2002. Those transition rules expire on Dec. 31, 2003.
A new revenue ruling also establishes that certain prior administrative guidance on split-dollar life insurance arrangements is now
obsolete.
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PCAOB Holds Roundtable on Audit
Documentation
The Public Company Accounting Oversight Board held a roundtable meeting on Sept. 29 to discuss a new auditing standard
addressing audit documentation. Representatives from accounting
firms, public companies, investor groups, regulators and the AICPA
participated, along with PCAOB members.

Economic Crime a Problem
Worldwide, Survey Finds
Over a third of companies were victims of
fraud in the last two years, suffering an average loss of over $2 million, according to
PricewaterhouseCoopers Global Economic
Crime Survey 2003. Worldwide, the highest
levels of economic crime were reported in
Africa (51%) and North America (41%).
Large companies, with over 1,000
employees in a country, were found to be
the most vulnerable to fraud, with 52%
reporting economic crime in the past two

Section 103(a)(2)(A)(i) of the Sarbanes-Oxley Act directs the
board to adopt an audit documentation standard that would require
auditors to prepare, and maintain for a period of not less than seven
years, audit work papers and other information related to any audit
report, in sufficient detail to support the conclusions reached in that
report. In light of this and other considerations, the board will be
discussing a new standard on audit documentation. Materials
related to the meeting have been posted to:
www.pcaobus.org/pcaob_standards.asp

years. This compares with only 37% of
smaller companies that reported fraud, the
survey found. Larger companies’ investment
in unfamiliar overseas markets, the devolution of management control and investment
in superior fraud risk management systems
help explain higher detection rates in larger
businesses, PwC said.
Financial services firms were hit the
hardest. One in six banks, for example,
reported uncovering money laundering during the past two years as improved control
and compliance systems, and ongoing
efforts to raise awareness of money launder-

White Paper Examines Corporate Governance
Trends Affecting Private Businesses
Should privately held companies apply corporate governance standards that are required for publicly traded companies? Many financial executives from nonpublic companies say yes. In a new survey,
38% of chief financial officers said private companies would benefit from implementing the same practices as are required of public
companies under the Sarbanes-Oxley Act of 2002; 38% were undecided.
A recent white paper, The Impact of Sarbanes-Oxley on
Private Business, released by staffing firm Robert Half
International, summarizes lessons learned in the wake of corporate
scandals, as well as information on which types of private organizations could be most affected by accounting reforms and how some
privately held firms are more closely examining their own financial
disclosure processes.
In a related survey, CFOs were asked, “Do you agree or disagree that private companies should implement the same type of
governance and control practices that the Sarbanes-Oxley Act of
2002 requires of publicly held firms?” Their responses can be seen
in the chart.
Executives at the largest companies were more likely to believe
accounting regulations should also apply to the private sector. Fiftytwo percent of CFOs from firms with 500 or more employees agree
that nonpublic companies should take action in response to
Sarbanes-Oxley, while 37% from companies with 99 employees or
less advocate change.
Some private companies are already moving forward with
implementing new corporate governance practices, according to the
white paper. In an RHI survey released in Mar. 2003, 58% of CFOs

ing, led to higher detection rates.
The financial loss from economic
crime is very difficult to quantify, especially
for less tangible economic crimes such as
cybercrime. One third of the companies that
reported fraud couldn’t put a value on the
damage done. PwC says that the real cost
goes beyond the average loss of $2.2 million. Such losses are rarely recovered. In
fact, only 9% of companies suffering fraud
were able to recover more than 80% of their
losses. In addition, only a little more than
half of the businesses surveyed had taken
out insurance against fraud losses.

from private companies said they were taking measures such as
reviewing or altering their current accounting procedures, expanding their internal audit functions and hiring outside consultants for
internal audit work.
“A growing number of private entities are using the SarbanesOxley Act as a model for creating stronger accounting and governance practices,” said Paul McDonald, executive director of Robert
Half Management Resources. “While not all
aspects of the legislation apply to every comAgree
pany, the concepts Sarbanes-Oxley
strongly
addresses promote better financial
12%
management for any firm.”
Research for the white
paper also revealed additional practices private
companies are adoptDon’t know/
ing to enhance their
corporate governance
No answer
Agree
and internal control
38%
somewhat
processes.
These
26%
include certifying
financial statements to
external parties, adopting a formal code of
ethics and separating
professional services
Disagree
Disagree
provided by external
strongly
somewhat
accounting firms to avoid
7%
17%
potential conflicts of interest.

